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Financiai Management
Systems
The CDFI Fund's finanaal '4""uai.'és‘“.'ffm“fi'ﬂeme"'
statements included in this fuscal Jear 175/
annual report represent the first EBased upon the results of a limited review and
stand alone gatements prepared assessment of the Fund s iniernai control
by the 'Fund_ since i inception in environment, poiicies and procedures, the
FY 1395. Prior to this report, CDFI Fund cannot provide reasonable
finanaal information for the COFT | assurance thar its systems of management,
Fund had been inciuded as part accounting, and administrative control, taken
of the Department of the as a whole, achieve the objectives of the
Treasury’'s annual Accountability FMFIA and FFMIA. The Fund also cannot
Report for FY 1996. provide reasonable assurance that its
o e e o e e accounting and financial systems generally
o m IS T TS T | conform to the Comprroller General''s
aC“UﬁU”g >EVICS alid Tifiandal principles, standards and related requirements
Smt‘ement. preparation NAVe been | ;.4 achieve the objectives of the FMFIA and
performed outside of the Fund in | Fragy Ty T~
other Treasury offices. Until mid 1/1 ... A (e n
FY 1997, these services were AT s SACL A e
performed by the Finandal \ Acting Depuly Director
Management Division in the \ on ,anwcfg’ 1998
Departmental Offices. For the
last half of FY 1997, accounting
services and finandal statement
preparation were contracted to
the Bureau of the Public Debt-Franchise Services.
With these first audited financial statements and stand-alone annual report, the
CDFI Fund, a wholly owned government corporation, is not only complying with
its enabling legislation, but also conforming to the spirit of the CFO Act of 1990
and the Government Performance and Results Act (GPRA) of 1993. In addition,
in the first quarter of FY 1998, a Deputy Director for Management/Chief Financial
Officer was appointed for the CDFI Fund and a process begun to estabiish an
internal Fund finandal management structure and staff.
Federal Managers’ Financial
Integrity Act (FMFIA) Highlights
§ During FY 1997, the CDFI Fund did not have a formai FMFIA program in place to
( evaluate, continuousty monitor and improve the effectiveness of management
- controis assodiated with the Fund’s programs. Consequently, the Fund’s internal
control process during this period lacked adequate individual program and
CDFI Frxn
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ting level self-assessment to provide reasonable assurance that its systems
n i nd administrative control, taken as a whole,

obligations and costs comply with applicabie laws;

AN

assets are safeguarded against waste, fraud, abuse, and mismanagement;

TETE SRR

revenues and expenditures applicable to the CDFI Fund operations are
properly recorded and accounted for so that accounting, finandal, and
statistical reports may be prepared, and accountability of the assets may be
maintained; and

v programs are efficdiently and effectively carried out in accordance with
applicable laws and management policies.

f
were identified. Currently corrective action pians are being deveioped
target dates for completion in the first half of FY 1998.

1. Tile and Description: (CDFI 97-01) No formal FMFIA

Statis and mnlichmen CQithecanuient ta Sen r 30, 1997, the CDFI
3T TN L USIRIARA S R L™ uvva\-\.‘v\- - W 'vrh-"'v- - Ty e I = = = -
CiinAd mananamant imdatad an EM A reviow tn accece ite intermal ~nn le
TUI HHIQHNIGYUTHITIOINIL HITUGLTU QHE T VI AR TOVITTY LU Uooneav 10 31V I Re WV i Vie
Thic raviais: iAamtBad caviam mmatarial waalbmacease and Hhras inctancoac Af
IR TCVITYW IUCTHUINICU DTV HHigllial vy N ITOSCO aifld UNTT HIDWAI Ao Wi
PR S S S U TR WUy iy Y SN Mo m Mdun Somd hhalf AF EV 1000
adminiSaauve Systems NON-CoONToImnance. LUling UK 1St il VI T'1 1570,
as - Y ene 2t me » re ' , Y Gy Gy R s . sy sy
me rund will establish a Tormal management Conuoil pr ang agesignate

the Deputy Director for Management/CFO as the Fund’s Management Control
Officer. .

2. Title and Description: (CDFI 97-02) CFO and Controller positions and
functions not established.
The CDFI Fund did not hire a Chief Finandal Officer (CFO) until
September 30, 1997. Since a CFO’s duties wouid normaily include
overseeing all aspects of the Fund’s administrative, accounting, reporting,
management controls, budgetary, portfolio monitoring, and compliance with
laws and regulations, these areas were not receiving sufficient management
attention during FY 1997. In addition, the Fund lacked a controller (finandal
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accounting activities performed for the Fund by the Bureau of the Public
Debt. The lack of a CFO and Controller potentially impairs the Fund’s
N KN NI AN W W T ¢ WS T o

Wi U Wl W UITIW WAVTTW Vit pv et s y

>



N Y

management ability to meke sound financial dedsions and to monitor the
Fund'’s financial and performance activities.

Status and Accomplishments: A Deputy Director for Management/Chief
Financial Officer was appointed in November, 1997. A staff accountant was
hired in January, 1998. Additional financial positions are being developed
and hiring will continue through the first half of FY 1998.

Title and Description: (CDFI 97-03) Awards Administration and Monitoring

The duties of an awards officer normally include serving as the principal
procedural authority, advisor and implementer of awards management
polices. Key to such a function is the development and coordination of the
Fund's awards management program, incuding the dissemination of
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its goais and objectives.
Performance award monitoring procedures normally include, among other
things, ensuring periodic financial and performance reports required to be
submitted by the awardee are received by the Fund, reviewed, and acted
upon accordingly. Monitoring procedures can also indude site visits, and
ensuring performance objectives are being achieved and the awardee’s

database system.
v Determine the audit guidelines for the CDFI awardees to foliow.
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v Track the receipt of all required reporting activities for all CDFI awardees
since the inception of the Fund.
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lances and other reports such as spending transaction
reports, budget and obligation reports were not routinely reviewed and

n to source documentation such as invoices and nurchase orders
econcuied 10 source ¢o 100N as 1ICSS and pUrcnase Oreers.
Where reviews were nerformed documentation of the review nrocediirec
Fili o T VI VT PO\ V\,l I/ lll\-U’ NINVWNNASITITCTIWUUIVIE W UG TOVIUYY P'U\-CUU'Q
wrae nAat oavidant Thara wme Aan fAarrmalinad adminictrathee G imde ~Aambeal Al
Vo UL TVIUTTHIL  1TITIT wWao 11V 1UHhglikTu auliiiiiiou cuve 1Uhids COtiu vl puilily

o~ e~

Status and Accomplishments: During the first half of FY 1998, the Fund will
tablish a fOrmal nrocece far nronarinAa and dictrihitina manthhy financial
N (941 L] ) (N} ) PIM LAY 1) 'Jl EWI [1] Ig QI N Jiou ivwuu [RRASARISN]) TH QT NIQ!
ctratramante Tha Narnidy Nira~dar €A anmamarmmant ICTEN il actablich amad
2 aLTHITT LD HIIC UCPULYy ViIrTuLlVl 1ot 1°i uayc HCHIY TV W W vl alild
trvmmlama et Eiionad cnallcloacs cacsd o el i £ Sl e cad a2 PRy Wy Y 4
innpicr TIL TUTIU POt aliy proCeduiess 101 U adininpudauve COnuoi Or
funds. Monthly finandal statements wiil be reviewed and any issues acted

IIMG_D&S__CNLHQ_ (CDFI 97-06) Inadequate Delineation of

Niirina EV 10Q7 Hhare wine inci fRriant Aalinaatan Af Araanisaban
[ 45} Tl 47277 UIIKT wao HDRDUINTRUICTIHIL UCTliicouuvi i vl UIBOHILCUUII
eoareAamatb il e bl bl e Yon mmemmem] ommmidi ;e Aot bl aems tasmaen el
FTSSPUDILITUS WU U rund. in gct lt‘Jdl p()blUU (€] IPUU”-b were 1ol

spedific positions. The Fund has been understaffed since Its inception in a
number of key positions. In addition, there are no established procedures for
periodically evaluating employee's performance against established
performance criteria and goals. This combination of conditions resulted in
instances of incompatible duties, lack of accountability, and ambiguous job
responsibilities.

Status and Accompliishments: During the first haif of FY 1998, the Fund wiii
establish and formalize a new organizational structure centered around a
Director and two Deputy Directors, @ Deputy Director for Management/Chief
Finandal Officer and a2 Deputy Director for Policy and Programs. In addition
the fund will:
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During FY 1997, the CDFI Fund award files lacked a structured file order
format and were not reviewed for completeness. A consistent and structured
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format is critical in order to have strong controls over the award process and
overall monitoring of awards.

Status and Accomplishments: During the first haif of FY 1998, the Fund wiii
finzlize an awards Tabie of Contents and identify ali documents that shouid
be included in the awards files for FY 1996 and FY 1997. These files will
include all relevant documentation received from applicants, whether or not
funds were awarded to the applicant. Files will be set up in accordance with
the Table of Contents and each file reviewed for completeness. Thereafter,
all files will be maintained in accordance with this master Table of Contents,

with filec 1indated timelv and maintain in accordance with the Fund’s
VI 1INl uy\avh‘-v Ull!hl’ WAL TN T INJIT TRALIT 1N 10T W WSS TVIM T N 1 T W
aumrde aAminictratiann Anlicac
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The CDFI Fund management is responsible fi
mformahnn_ rnnmmed in the prin gml finanad
rr'hv r‘lpcmharl in
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performance measures in accordance with Office of Management and Budget
requirements. The quality of the Fund’s intemai controi structure rests with
management, as well as the responsibility for identification and compliance with
pertinent laws and regulations.

Limitations of the Financial Statements

The finandal statements, induded as part of this total package, present the
finandal position and results of operations of the Community Development
Finandal Institutions Fund for the years ended September 30, 1997, 1996 and
1995 pursuant to the requirements of the Government Management Reform Act of
1994. While the finandal statements have been prepared from records in
accordance with the formats prescribed by the Office of Management and Budget
Bulletin No. 94-01, "Form and Content of Agency Finandal Statements,” the
statements are different from the finandal reports used to monitor and control

bud )dapfarv resources that are nrpnarpd from rhp same records and are
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Budget of the United States Government. Additionally, the financal statements
shoulid be reviewed with the realization that they are for a sovereign entity (the
United States Government), that liabilities not covered by budgetary resources
reported in the finandal statements cannot be liquidated without the enactment of
an appropriation, and that the payment of all liabilities other than for contracts an
be abrogated by the sovereign entity.

CDFI Fuxp
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Exhibit ]

A. Lack of a Formal

During the Community Development Financial Institutions Fund’s (the CDFI Fund) iniual
operatmo period (Julv 27, 1995 to September 30, 1997), critical management personnel were
not in place and accordmg]v mterna] control over financial reporting was not established

maimaz. ed. Although there was limited financial activity at the CDFI Fund during much of this

time, and certain financial managers within the U.S. De pa_rtm_--em of the Treasury (the Treasury)
: ) S

-

activity, specific responsibility for establishing a system of internal controls and maintainin
“accountability for CDFI Fund assets was not addressed. As financial activity 1
towards the end of fiscal vear 1997, the need for separately identifie
accountable management for the CDFI Fund became more apparent and

& E_
b)
o %

nna.nc1allv
orrective actions

However, during the period under audit, the following weaknesses in internal controls existed
LIl an 1A Lceis aduoecaly adfTanead - srmAle B H \ 1
which could have adversely affected the CDFI Fund's ability to ensure that the objectives of

) -~ ;

e Absence of a formal Federal Managers' Financial Integrity Act (FMFIA) program to
identifv and design corrective actions for material weaknesses

e Lack of a structured system of documentation for award files

(

Vacant positi
e Lack of formal post-awards monitoring procedures

e No formal review of monthly financial statements, accounting records, budgetary
reports, and supportino reconciliau'ons

° lnadequa{e de‘.incanon sf orgarm'"non reCpom'h'"“N within the CDFI Fund
e General lack of documented policies and procedures

As a result of the foregoing, we concluded it was not cost-beneficial to place reliance on any
internal controls maintained by the Treasury over financial reporting for the CDFI Fund for fiscal
vears 1995 and 1996. For the fiscal year ended Semember 30, 1997, we evaluated and tested

ined at the Treasury on behalf of the CDFI

rocequres to the extent we

v o vl o iV Wiaveaal W
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Exhibit 1, Continued
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We noted the CDFI Fund has taken important first steps in fiscal vear 1998 to address these
material wc@@csses, Since the beginning of fiscal vear 1998, the following cntical

at the CDFI Fund have been filled:

nsatth i d22i8Ne.

. Deputyv Director for Management/CFO November 1997
o Awards Officer January 1998
e Staff Accountant January 1998

As new personnel join the CDFI Fund, needed policies and procedures are among those items
that will be addressed. Additionally, the Deputy Director for Management/CFO brought in

contractors to perform an FMFIA assessment for 1997 during the first quarter of fiscal year
1998. The plan is for this assessment to & performed intemally in the future and become a parnt
Ly A TT\TYT T 3 A I ~ SIS RS

OI tIn€ Lri rund dnnuadl 1indriCidl 1cporuilg proCedss

Plans to establish formal policies and procedures for administrative control of funds and
reviews of monthly financial statements are currently being addressed by the Deputy Director
for Manaoemem/CFO Also, with the appointment of an Awards Officer, policies and

procedures for post-award monitoring of awardees and awardee file maintenance are being
addressed Fin.le we were informed by the Deputy Director for Management/CFO that the
n ns to evaluate its structure and operations, to determine whether there are more

Recommendation

We believe that the CDFI Fund has developed some strong plans for accomplishment in fiscal

vear 1998. We recommend that the CDFI continue to implement its plans and monitor whether
their implementation is achieving their goals.

ems1ct hao ¢aliam ¢
LWL UC laRCll L
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Comans Iy, amesA
opllilitally, avuv

Establish a formal management control process and designate the Deputy Director
for Management/CFO as the Fund's Management Control Officer
e Develop additional financial management positions and recruit personnel to fill these

po as soon as practicable
a MNMaocealac malinlion ccmd cmcamadiicacs §Ac A Atsrarde A demtcmciotemnts mem Ao A son Aenit oo oy
hd CTH ClUp PUHCIC§ ana procequres 10r an awaras aami ubua‘iuu dalild 111V ut 1uig
Vot al r~ 1 1 _ T AND
function, in the first hal 1998

f of fiscal yes
¢ Develop formal, ongoing monitoring procedures, and related forms, and place them
Into operation

CDFI Fixyp
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Exhibit I, Continued

e Continue the design and development of 2 portfolio monitoring database
e Determine and communicate audit guidelines for the CDFI Fund awardees to follow

ack th P | required reporting activities for all the CDFI Fund awardees
tho art felha AremA
SincCe W€ inCeption O1 W€ und

e Establish a formal process for preparing, reviewing and distributing monthly
financial statements, including specific procedures for follow-up on any issues
identified during the process

e Finalize the awards file maintenance program and develop a "file contents checklist"
1o identify all documents that should be included in the awards files
B. Recognition of Grant Award Expenses
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curred a hability to disburse
reimbursement basis, and the awards
r other material noncompliance with
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are revocable only for faxlure to meet performanc
program provisions.

The BEA program awards institutions for past performance and in anticipation of future
performance goals set by the institution. The awards can be made over a period of time or all at
once. Before pavment is made, the BEA chipiem must demonstrate that it has met the
performance gO‘ s it set. Once the awardee has demonstrated that it has met its performance

uid be recozmzed by CDFI because no further action on the part of the
"earn"” the award.

Our audit revealed that liabilities incurred as a result of the awards process as described above
had not been recorded by the CDFI Fund as eamned by the awardm but rather

s aaTN W - A 4 - il el A a"‘ﬁlw
were disbursed. As a result, awards payable were understated by $19 million and $9.4 million
ember 20 1007 2nd 1008 socmantivals Asscdle o dfiica o oag en oo o XAl o3 1Y
September 30, 1997 and 1996, respectively. Audit adjustm to record the awards payable

Recommendation

We recommend that the CDFI Fund record payables for grant awards and related grants

expense at the point in time when the awards are earned by the awardees, rather than when
disbursed in cash.
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